




































House File 2196 required the Department of Transportation (DOT) to study the acceptance of electronic payments at its customer service sites and sites operated by county treasurers.  Specifically the legislation requires the following:

“The department of transportation shall review the current methods the department employs for the collection of fees and other revenues at sites operated by county treasurers under chapter 321M and at customer service sites operated by the department.  In conducting its review, the department, in cooperation with the treasurer of state, shall consider providing an electronic payment option for all of its customers.  The department shall report its findings and recommendations by December 31, 2008, to the senate and house standing committees on transportation regarding the advantages and disadvantages of implementing one or more electronic payment systems.”

II.  STUDY OVERVIEW

This review focused on estimating the costs of providing an electronic payment option for customers of the DOT driver’s license stations and those of the 81 county treasurers.  Customers at these sites engage in three primary financial transactions for which acceptance of electronic payments was studied:  paying for a driver’s license (DL), paying for a non-operator identification card (ID), and paying certain civil penalties.  

Both consumer credit cards and PIN-based debit cards were reviewed as electronic payment options.  It was assumed that most transactions would be made using a consumer credit card. Credit card companies charge a fee for each transaction for which they are used.  The amount of these fees varies among credit card companies.  The estimates for credit card fees used in this study were based on the State Treasurer of Iowa’s current credit card contract, which is due to expire in September 2009.  Since credit card companies adjust their fees each year, estimates were based on the 2008 fee schedule.  There is also a fee for the use of PIN-based debit cards.  The estimates for PIN-based debit card transactions were based on information provided by Wells Fargo Merchant Services for current fees charged by debit card networks.  

Credit and debit card transactions would be processed through vendor-provided hardware and software.  The costs would be determined through the competitive bidding process since several vendors provide this function; therefore, these costs are not reflected in this document.

III.  CURRENT PAYMENT PROCESS
 
Customers normally purchase a DL or ID every five years.  Customers currently pay for their DL or ID by cash or check.  There is a low occurrence of returned checks.  In those rare instances where the customer's check is returned as "nonsufficient funds," the DOT sends a letter giving the customer the opportunity to remedy the situation before the DL is cancelled.  Attachment A lists the number of these returned checks for 2000 through 2008 and includes data from both the state and county locations. Civil penalties are paid in cash, money order or cashier’s check. All funds are reconciled daily through an automated software program which requires cash and checks on hand match the amounts recorded in the system; funds are deposited at the end of each business day.  The Auditor of State performs random audits of these transactions.

IV.  CREDIT CARDS/PIN-BASED DEBIT CARDS
	
A.  Allowable methods of covering credit card/PIN-based debit card transaction fees
 
The major credit card companies (VISA, MasterCard and Discover) will, under certain circumstances, allow customers paying fees by credit card to be charged a “convenience fee” to offset the cost of accepting credit cards.  Generally, charging a convenience fee is allowed when a customer pays through an “alternative payment channel,” such as on a website or at an offsite kiosk.  Discover and MasterCard currently allow agencies to collect a convenience fee from customers paying in a face-to-face situation, such as at a state or county DL station.  However, VISA, which has approximately 60 percent market penetration, does not allow customers to be charged a convenience fee when paying in the same situation. 

B.  Estimated cost of using credit and debit cards

The DOT and State Treasurer’s staff estimated the cost of accepting credit and debit cards for DLs and IDs using several scenarios.  Scenarios differ depending on types of cards accepted and percentage usage of each card type.  The data related to these scenarios is provided in Attachment B.  Payments for civil penalties are also accepted at state and county sites.  The DOT and State Treasurer’s staff estimated the cost of accepting credit and debit cards for the payment of civil penalties using several scenarios and this data is reported in Attachment C.   
 
The credit card fee estimates provided do NOT include the following costs: 

1.	The cost of purchasing the hardware and software used to process the credit/debit card transactions since it would be based upon the price charged by the contractor providing the service; the contract award would be made through a competitive bidding process as there are several vendors providing this service.
2.	The cost of DOT staff time to install the terminals and software.
3.	The training of DOT and county DL staff to use the new terminals and software. 

C.  Options for covering the additional cost of using credit cards and PIN-based debit cards   

Options for funding an electronic payment at the state and county driver's license stations are as follows:

	Accept MasterCard and Discover and do not accept VISA.  Charge MasterCard and Discover card users a convenience fee to cover the transaction charges.
	Accept Master Card, Discover and VISA.  Provide an appropriation from the Road Use Tax Fund (RUTF) to pay the transaction costs of the electronic payments for all customers who pay with a MasterCard, Discover or VISA credit or debit card.
	Accept MasterCard, Discover and VISA and increase the cost in Iowa Code of all DLs/IDs to cover the transaction fees charged by credit card companies.  Provide an appropriation from the Road Use Tax Fund (RUTF) to pay the transaction costs of the electronic payments for all customers who pay with a MasterCard, Discover or VISA credit or debit card.






	Customer convenience.  
	Reduction in time spent by DL station staff handling cash/checks.




	Increased cost of covering card transaction fees estimated to range from $249,318 to $434,394 annually for DL/IDs and civil penalties. 
	If transaction fees are not recovered from customers through a convenience fee, the RUTF will lose revenue estimated at $249,318 to $434,394 annually. 
	Costs (amount unknown) of vendor-provided hardware and software used to process the transactions. 
	Staff time and costs to program the software interfaces between the credit card transaction units and the DL/ID issuance system. 
	Staff costs and time for training for state and county DL staff.  





	There are three primary types of transactions conducted by customers of state and county DL stations: purchasing a DL, purchasing an ID and/or paying a civil penalty.   
	Credit card companies charge a fee for the use of their card and there are additional fees which must be paid to the vendor providing the hardware and software used to process the transactions.  
	MasterCard and Discover allow the customer transacting business “face-to-face” to be charged a convenience fee to cover the costs.  VISA, which has a market penetration of 60%, does not allow this fee to be charged to the customer in this situation.  
	Providing customers the option of electronic payments for DL/IDs and certain civil penalties is estimated to cost between $249,318 to $434,394 annually in addition to the costs charged by the vendor of hardware and software
	Increasing the fees for all DLs and IDs to cover the costs of allowing the use of credit and debit cards requires individuals to help defray the cost of a service they did not use.




1.	Implement the acceptance of MasterCard and Discover credit cards and MasterCard and Discover debit cards at state and county DL stations effective January 2, 2010. 
2.	Change Iowa Code to allow for a convenience fee to be assessed to customers who wish to use a MasterCard or Discover card to pay for their DL, ID or civil penalties.
3.	Annually appropriate from the RUTF to the DOT sufficient funds to cover the costs of accepting credit and debit cards at state and county DL stations.  

